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and then refused to help them. There is,
of course, no evidence to support this
contention. In fact, the United States
moved to assist the Hungarians in every
possible way short of the use of force.
The United States vigorously protested
the invasion of Hungary, led the fight in
the United Nations to censure the Soviet
Union for the Hungarian invasion and
to secure their withdrawal, and offered a
sanctuary in the United States to more
than 200,000 Hungarian refugees.

The reason for the failure of the Hun-
garian Revolt lay not so much in Wash-
ington, as in the deserts of the Sinai Pe~
ninsula. The spectacle of Western forces
committing aggression there may well
have emboldened Russians to retract her
proffered appeasement offer to Hungary.
From the chronology the conclusion is
inescapable that the two crises inter-
acted to Hungary’'s tragic disadvantage.
Had the West not given the Russians an
excuse the probability is that Hungary
would have come out with at least the
degree of independence within commu-
nism that Poland and Yugoslavia
enjoyed.

President Eisenhower proclaimed “the
peaceful liberation of captive peoples has
been, 1s, and—until success is achieved—
will eontinue to be a goal of U.S. foreign
policy.”

But the present administration has re-
ceded from this position.

Its willingness to accept the status quo
in BEastern Europe, a willingness exem-
plified by its emphasis on dropping ex-
port controls, extending credit, easing the
monetary problems of Poland and other
examples of one-way bridgebuilding.

Its excessive emphasis on pleasant
political relationships with the govern-
ments, with the result that the appear-
ance of change is accepted instead of
substance. Available peaceful leverage
has not been used to advance basic free-
doms and national independence.

The Eisenhower administration wisely
and effectively used the policy of “reward
and punishment’—rewarding regimes
for signs of internal liberalization or ex-
ternal independence, and punishing them
when the opposite occurred.

The Johnson administration has re-
placed “reward and punishment” with
simply “reward” only. It apparently feels
that unilateral economic concessions on
our part must occur before we can expect
any promising developments in the East.

As a consequence, by extending con-
cessions without a quid pro quo, the
United States has sacrificed valuable lev-
erage which could have been used to
influence events to our advantage.

The policy of evolutionary liberaliza-
tion—in which “reward and punishment”’
play a key role—is still the best forward
strategy for Eastern Europe. The great-
est advances in religious tolerance, in-
tellectual freedom, economic decentrali-
zation, and external independence oc-
curred when it was in effect.

Since 1961 when the new “reward-
only” policy began under the attractive
euphemism “peaceful engagement,” the
lines in Germany have hardened, Poland
has slipped back from earlier advances,
the Berlin wall has been built, and most
of the regimes have followed the Soviet
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lead in engaging in war by proxy against
U.S. forces in Vietnam.

(Mr. QUIE <(at the request of Mr.
Wryarr) was granted permission to ex-
tend his remarks at this point in the
Recorp and to include extraneous
matter.)

[Mr. QUIE’S remarks will appear here-
after in the Appendix.]

(Mr. GUBSER (at the request of Mr.
WryaTT) was granted permission to ex-
tend his remarks at this point in the
Recorp and to include extraneous
matter.)

[Mr. GUBSER’'S remarks will appear
hereafter in the Appendix.]

TONS DO COUNT

(Mr. HOSMER (at the request of Mr.
WryaTr) was granted permission to ex-
tend his remarks at this point in the
Recorp and to include extraneous
matter.)

Mr. HOSMER. Mr. Speaker, the fol-
lowing report was made to the House
Republican conference under date of
July 23 by the chairman of its Commit-
tee on Nuclear Affairs:

From: Representative Craic HosMEer, Chair-
man, House GOP Conference Committee
on Nuclear Affairs.

To: House GOP Conference.

Subject: Megatons Do Count.

On July 11 a study was revealed entitled
“The Changing Strategic Military Balance,
U.S.A. vs. US.S.R.” It was prepared for the
House Armed Services Committee by the Na-
tional Strategy Committee of the American
Security Council. It concludes that the Soviet
Union will achleve a marked nuclear supe-
riority over the United States in terms of
deliverable nuclear megatons by 1971 unless
steps are at once taken to improve American
capabilities. By that time, the study asserts,
the Soviet Union will have a delivery capa-
bility in the range of 30,000 to 50,000 stra-
tegic nuclear megatons while that of the
United States will range from 6,000 to 15,000
megatons.

Secretary McNamara’s office made its
standard response to the study, namely: de-
liverable megatonnage does not count—it is
not an accurate indicator of “true military
capability.”

In general, McNamara's strategic nuclear
philosophy of ‘“assured destruction” places
great reliance on larger numbers of missiles
carrying smaller warheads—generally and
unofficially considered to be in the range of
around one megaton and less, In general,
Soviet strategic nuclear philosophy stresses
smaller numbers of missiles carrying larger
warheads—assumed to be in the range of
around 20 megatons and upward.

As to Anti-Ballistic Missile (ABM) de-
fenses, Mr. McNamara takes a generally cau-
tious attitude abount deployment, while the
Soviets move rapidly ahead with these ‘“dam-
age limitation” devices,

Is magatonnage the measure of firepower
in the nuclear age?

Should ABMs be deployed to reinforce our
deterrence? ;

Here are two basic issues vital to the na-
tional defense and survival on which there
is a clear cut diviston. The following hy-
pothecation based on the use In anger of
Just eighteen 100 megaton warheads (1,800
megatons total) may be helpful in your own
analysis of these issues:
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SCENARIO *
Two pm

At precisely two o’clock in the afternoon
of a clear fall day almost the entire states
of Massachusetts, Rhode Island and New
Jersey burst into flames. So did New York
City, Hartford, Philadelphia, Baltimore and
Washington, D.C. Essentlally the entire East
Coast from Portland Maine, to Norfolk, Vir-
ginia, up to 150 miles inland, became one
raging, all consuming fire storm.

At the same moment a 170 mile-wide,
22,600 square-mile circle of flame erupted
across southern portions of Louisiana, Mis-
sissippl and Alabama from New Orleans and
Baton Rouge through Biloxi to Mobile, de-
stroying all within it. Detroit, Toledo, Cleve-
land and half of Ohlo met a similar single
fate as did portions of Wisconsin, Illinois
and Indiana from Milwaukee through Chi-
cago, on to Gary and South Bend.

On the Pacific Coast flames consumed
Portland and Seattle and everything between
them. A flery torch descended on Califor-
nia’s northern population and industrial
centers of San Francisco, Oakland, San Jose,
Stockton, Sacramento and Vallejo. Simul-
taneously nine million Southern Cali-
fornians, including another major fraction of
the nation’s scientific and industrial talent,
were incinerated in a band of fire from Ox-
nard, nogth of Los Angeles, to San Diego and
the Mexican border.

Three 100 megaton bombs, optimized for
thermal (heat) radiation, had exploded at
altitudes below 50,000 feet to create the East
Coast conflagration and over each of the
other six areas described one more had deto-
nated.

At the same instant eight 100 megaton
monsters had burst in a spread over U.S.
ICBM complexes in the triangle from Arkan-
sas to Montana to Arizona, incidentally ig-
niting Phoenix, Tucson, Little Rock, Wichita,
Cheyenne, Kansas City, Great Falls and many
more cities. The eighteenth hostile warhead
exploded 4,000 feet below the waters of the
Pacific on slopes of the Aleutian Deep. It
created a tidal wave 28 to 70 feet high which
speeded at over 200 MPH to destroy Alaskan,
Hawaiian and otherwise undamaged Pacific
Coast areas.?

Fire storms—a hundred times more intense
than WW II’'s which consumed Hamburg and
other German cities—raged in part or all of
34 of the 50 States. Habitable portions of two
more states were 80% destroyed by ocean
waters. Neither fallout nor blast effects of
the bombs added much damage. They were
designed to kill with heat and fire. But con-
siderable loss of life outside the fire storms
occurred from suffocation. Major casualties
also resulted from winds of more than hurri-
cane proportions feeding oxygen to the
blazes. In all, a fair portion of the continent’s
oxygen was used up by combustion. Not
enough was left in many places to support
life. This lack eventually snuffed out many of
the fire storms, too.

Three of every five Americans were dead
and the nation’s military-industrial back was
broken.

A very unusual survivor

A shaken survivor recalled late Secretary
of Defense Robert McNamara's March 2, 1967,
testimony to Congress® that 120,000,000
American casualties would be suffered from
a surprise, first strike nuclear atack. There

1Based on AEC Release D-279 (Rev.) of
Oct. 31, 1981, estimating possible effects of
nuclear detonations up to 100 megatons, and
“The Effects of Nuclear Weapons,” Samuel
Glasstone, Ed., USAEC, April, 1962.

2 See “Tidal Waves” Ency. Brit, (1959 Ed.)
Vol. 23, p. 443

dHouse Committee on Armed Services,
Hearings on Military Posture, p. 400 (90th
Cong., 1st Sess.—1967).
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really was no way—or no orne—now to check
the Secretary’s accuracy.

The survivor also remembered McNamara
telling Congress this kind of attack would be
ruled out by our “assured destruction” capa-
bility to inflict unaceceptable retaliation; plus
o ‘“‘damage limitation” capability to reduce
losses of our population and industrial ca-
pacity. Twice the Secretary had overruled a
unanimous plea by the Joint Chiefs of Staff
to build Nike-X, and ABM damage Umiting
system. He had pleaded “cost-effectiveness”
and argued ‘“the capability for assured de-
struction must receive the first call on all
our resources.”’ * “I guess,” thought the sur-
vivor, “the enemy didn’t figure we had either
capability.”

‘When the bomb burst he was outside the
area of complete ignition, but close enough
to it (within 100 miles)) to receive painful
first degree burns on exposed parts of his
body. He was semi-blindecd by its intense
flash. As he groped for shelter against more
injury from hurtling objects made dangerous
missiles by the ever increasing wind he rea-
soned:

“The Secretary miscalculated.

“He thought letting the 2nemy have nu-
clear parity would create stability—a mu-
tual standoff. But they got parity and didn't
stop. They went right on developing and
putting big megatons In their arsenal. They
stockpiled power while he talked cost-ef-
fectiveness and played numbers games with
his critics. The Secretary was thinking of
‘assured destruction’ in terms of hardened
silos and Polaris submarines and the effects
of warheads we knew about before the Lim-
ited Test Ban Treaty stopped us from learn-
ing a lot more. They must have been think-
ing and working in terms of newer and dif-
ferent and more powerful things. Things
about weapons and their effects they learned
from their last string of over 50 uninhibited
atmospheric and high altitude shots and we
didn’t or couldn’t learn from our later un-
derground tests. They had vuight enough se-
curity to pull them off with surprise.

“Warning was given the Senate during
ratification hearings on that treaty that this
test, series could have provided the enemy
plenty of know-how to build ABMs and ex-
otic high yield warheads beyvond our knowl-
edge. Of our knowledge Dr. John S. Foster,
then Director of the Lawrence Radiation
Laboratory and later DoD Research Director
said, ‘the most serious void has to do with
the effect that nuclear explosions have on
the operation of the (weapons) system,
whether it is an offensive or defensive ex-
plosion or an offensive or defensive system.t
They went ahead and built their big ther-
mal warheads. They went ahead and built
their ABM system. They aren’t dumbbells,
so they must have had coniidence in them.
Like Khrushchev szid, ‘we can hit a fly in
the sky!”

“And, like an editorial & long time ago
described them: ‘. .. and enemy and an ideo-
logy that are bent on world conquest. For
the first time in history the United States
fings itself confronted by tae fierce rivalry
not-of an old empire but of & new one, ruth-
less, vechnically proficient, unhampered by
the conscience of democraiic morality or

t¥h:id., p. 389.

7 Joint Committee on Atomic Energy Hear-
ings on “Developments in Technical Capa-
bilities for Detecting and Identifying Nu-
clear Weapons Tests” p. 497 (88th Cong., 1st
Sess.—1961).

" 3cnate Preparedness Investigating Sub-
committee Hearings on “Military Aspects
and Implications of Nuclear Test Ban Pro-
posal and Related Matters” p. 511 (88th
Cong., 1st Sess.—1961).
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the restraints of parliamentary govern-
ment ., 7

“This very unusual survivor by now had
wedged himself between something which
gave some protection against the wind. It
felt like two very large boulders, or possibly
itt was a covered culvert. He could not tell.
He could not see and his sense of touch
was humbed by his burns. He was having
trouble breatking. It was not that he could
not fill his lungs, but the air seemed to have
less in it to feed them. He continuaed his
recollections:

“Back in 1931 the enemy fired a 57 mega-
ton test device. Everybody said it could be
scaled up to at least 100 megatons. They
must have got wise to its thermal, fire storm
potentialities. They may also have learned
how to use its great, surging electromagnetic
pulse (EMP) over the other fellows' ICBM
complexes attempting to jam comraunica-
tion command circuits and firing circuits
and interfere with launching retaliatory
missiles, to overwhelm missile guidaice cir-
cuitry and make missiles which do gat away
unguided, and to attempt to cause their nu-
clear warheads to malfunction.

“The enemy also had done a lot of anti-
missile type testing—much more than us—
s0 they may have got a lot more datu to de-
velop operational AMBs than we did. I guess
that’s why they went ahead with them,.de-
spite Mr. McNamara's broad hint they didn’t
really know what they were doing and prob-
ably were wasting their money? I suppose
that’s why they went ahead with their ABM
system. They must have believed they got
a handle on a way to use long ranging nu-
clear radiatior. to knock out incoming mis-
siles instead of trying to do it by pin-point
interception with an explosion. It's like the
difference between using a shotgun and a
rifle.

“It all adds up to the enemy using different
numbers and different calculatiors and
different knowledge than Mr. McNamara who
believed he ccould kill 120 million of them
in retaliation for this attack? They didn't
believe it would cost therm even a small frac-
tion of the 120 million. They must have fig-
ured our silo-based retaliation would be
pretty ragged after the fire storms and all
that EMP and such from those 100 megatons
blasts. They must have calculated their
ABMs could pretty well handle it along with
around 400 Polaris missiles—16 each from
25.subs_probably on patrol out of the fleet of
41, the others being in for refitting, repair,
stores and the like.

“The enemy could only have believed that
the price for launching this attack was low
enocugh to pay. It’s over an hour since all this
began—mplenty of time for retaliation. I won-
der how many of our missiles got off and how
many got thrcugh? How many dead enemy
are there? Could many SAC bombers get off?
Can they get ~hrough even if missiles can-
not? How badly have the enemy’s popula-
tion, industrial and defense centers been
pounded?

“And, what if we did kill 120 million of
them, or 200 raillion, and break their mili-
tary-industrial back in retaliation? The
whole point of our ‘assured destruction’
capability and our ‘damage limiting® cepa-
bility was to deter their attack in the first
place with the promise of swift and deadly
retaliation. It was not important that Secre-
tary McNamars belleved we had these capa-

? New York Times Editorial, Jan. 7, 1960.

8Senate Coramittee on Armed Services
Hearings on “Military Procurement Authori-
zations for Fiscal Year 1968” p. 48 (90th
Cong., 1st Sess.-—1967) .

¥"See footnote 3.
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bilities. Or even that we did, in fact, have
them. What was important was that the
enemy believed we had them and would use
them. It was not important whether the
enemy was right or wrong about believing
that our retaliaticn could be suppressed with-
in the limits of acceptable damage by the
combination of its first strike damage and its
ABM damage limitation system. If we had
deployed ABMs too, their confidence in their
own ABMs would have induced in them a
confidence in our ABMs. They would have
remeined deterred and never have started
all this killing and destruction in the first
place. Our miscalculation on ABM deploy-
ment gave them the opportunity to miscal-
culate about launching a strike. I guess that
1s why it all started. We failed to add a new
element to our deterrence which, whether or
not cost-effective studies showed we nheeded
it, was actually needed to impress the minds
of the enemy’s decision makers and keep
them deterred from pushing the button.”

The survivor began coughing and gasping
for breath and his ruminations on nuclear
strategy ceased.

Later—at northeastern sector command

headyuarters

Maj. Gen. Vladimir Z. Rostanovich tackled
the paper work before him in a gloomy mood.
From the beginning e had hated this deso-
late, alien post.

“It’s like living in an old crematorium pop-
ulated by =zombies,” he frequently com-
plained.

Lately the large nurbers of insects with
which he shared it seemed to double in quan-
tity, variety and harassment each day. Re-
ports from other secuors indicated the same
thing was happening there.

“It is the only life “his blackened land will
really support.” he tr.ought, “and in the end
these damr. bugs may take it over even from
us who conquered it.”

A sentry knocked and entered. He handed
Rostanovich & charred, dirty bit of paper.

“One of cur soldiers on patrol found it, Sir.
Security thought yo1 ought to see it,” he
sald.

The Commendant read:

“Megators do count. The numbers game
wasn’t all. Nike-X should have been started
when the Joint Chiels said.” (signed) ‘‘Very
Unusual Survivor”

Murmured Rostanovich, “how true, how
true—how very lucky for us.”

On July 17 the Los Angeles Times com-
mented editorally on the American Se-
curity Council study referred to in the
report to the Republican Conference
warning azainst permitting Soviet lead-
ers to miscalculate as to their strategic
nuclear potential. The editorial follows:

BEITER SAFE THAN SORRY

Is the United States defense establishment
strong enough to deter a nuclear attack by
our potential snemies—or to destroy the at-
tacking nation should deterrence fail? If the
answer is yes, will we still be as safe in the
1970's?

Americans, like other democratic peoples,
shrink from. thinking too much about such
grisly questions. Unfortunately, the totali-
tarians who rule in Moscow and Peking are
not so squeamish.

It would be a mistake, therefore, to dismiss
the warning by the Araerican Security Coun-
cil, a private organization, that the Soviet
Union is well on the way to achieving a clear
superiority in nuclear striking power by 1971,

The groug insists that, if a Soviet prepond-
erance is to be avoided, Washington must act
now to build up our own strategic capabili-
ties, and to install an anti-ballistic missile
defense system.
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Pentagon spokesmen rebut that this coun-
try hag, and will continue to have, more than
enough atomic weapons to ‘‘convince any
enemy that an attack ... would be suicidal.”

The ASC study, prepared for the House
Armed Services Committee, obviously does
reflect the conservative bias of its authors—
which include such retired officers as Gens.
Bernard Schriever, Curtis LeMay and Thomas
S. Power.

Nevertheless, the group marshals some im-
pressive evidence to back up its major prem-
ise, which is:

‘“. . . the Soviet Union is succeeding in its
massive drive toward strategic military su-
periority and the United States is cooperat-
ing in this effort by slowing down its side of
the arms race.”

There are some disturbing specifics.

The United States has shut down several
plants producing weapons-grade nuclear ma-
terials, while expressing hope the Russians
would do the same. Instead, Moscow has re-
portedly increased its output.

Both countries have agreed not to place
nuclear weapons Iin orbit., Yet the Soviet
Union has publicly displayed an orbital
bomber (SCRAG). When queried, the Krem-
lin blandly explained -that the agreement
barred the orbiting of such weapons, but not
their “development.”

Washington has urged Moscow to join in
a moratorium on deployment of immensely
expensive anti-missile systems. But the So-
viets are going right ahead:~

Defense Secretary Robert McNamara has
complete faith that the United States could
absorb a Soviet first strike, and still destroy
Russia with a retaliatory blow, But the ASC
group, which includes Dr. Edward Teller,
notes that we have no real way of knowing
the effect of the huge warheads tested by
the Russians in 1961.

“Many scientists,” the study reports, “ex-
press concern that very high-yield explosions
may cause a total communications blackout
and thus prevent the transmission of a pres-
idential order to retaliate.”

The layman, without access to secret de-
fense Information, 1s hard put to make a
Jjudgment in these matters.

But it does seem clear that U.S. military
preparedness must be based on sober assess-
ments of Soviet capabilities, and not on op-
timistic assumptions about the Kremlin’'s
peaceful intentions,

The power struggle which is reported under
way now between Soviet “hawks” and “doves”
shows that it would be extremely foolish to
bank on the real or imagined bhenevolence
of a particular leader.

IMPROVING OUR UNDERSTANDING
OF CONSUMER WEALTH

(Mr. CURTIS (at the request of Mr.
‘WyarT) was granted permission to ex-
tend his remarks at this point in the
Recorp and to include extraneous mat-
ter.)

Mr. CURTIS. Mr. Speaker, the Federal
Reserve Bank of Chicago, in its June
1967 edition of Business Conditions, pre-
sents some interesting data on consumer
wealth holdings. The study is important
for its contribution to advancing our
knowledge of wealth holding in our so-
ciety.

One of the most useful features of the
article Is its careful description of the
methodology of the study. The study was

in the form of a sample survey of 2,557
consumer units. With such a small sam-
ple, the greatest danger is not having
enough units in the highest wealth strata
to provide reliable data. To correct this,
the sample was structured to include a
greater portion of those expected to own
substantial wealth holdings.

A wide variety of forms of wealth were
studied. Nonetheless, several elements
had to be omitted because their measure-
ment was too complicated.

This description of the methods used
to compile data suggests some of the diffi-
culties in improving our statistics on con-
sumer wealth. In 1965, the Subcommittee
oh Economic Statistics of the Joint Eco-
nomic Committee, under the chairman-
ship of my distinguished colleague, Sen-
ator WiLriam Proxwmirg, held hearings
on wealth statistics. We, too, learned that
less information generally has been avail-
able on wealth and the forms in which
it is held than on other aspects of con-
sumer finance. The approach of the Fed-
eral Reserve Bank of Chicago seems to
surmount some of the problems of
gathering wealth statistics.

Their article offers a method for gath-
ering information on the amount, dis-
tribution, and forms of consumer wealth.
At the same time, its findings offer valu-
able insights into the holding of wealth.
They highlight the differences between
the composition of the holdings of those
with little wealth and of those with sub-
stantial assets. A knowledge of these
differences fosters greater understanding
of the incidence of taxation,

Under unanimous consent I place this
article in the Recorp at this point:

NEw FINDINGS ON CONSUMER FINANCES—
CLOSER LoOK AT THE WELL-TO-Do

Sample surveys have long since demon-
strated their usefulness as a means of ob-
talning information on the economic be-
havior and position of American consumers.
Thanks to modern methods of sampling and
questionnalre desigh, field interviews con-
ducted with a small number of randomly
selected family units often yleld dependable
descriptions of the whole consumer popula-
tion.

The problem of sample selection may be
complicated, however, when such a survey
seeks information on population character-
istics that are unevenly distributed, such as
wealth, While nearly all family units possess
at least some wealth, the amounts vary
widely; substantial holdings, of course, are
largely concentrated among the relatively
small number of the well-to-do.

If a sample is no larger than is necessary
to provide dependable information on the
numerous family units in the lower and
middle income and wealth ranges, it may be
too small to include enough cases from the
upper brackets to produce useful informa-
tion for that group. Similarly, if the size of
a sample 1s great enough to yield valid in-
formation for the top-bracket families, i1t
ordinarily will be far larger than is necessary
to cover adequately those In other strata of
the population. And, of course, the larger the
sample, the greater the cost of a survey.

Because of these factors less information
generally has been available on consumer
wealth and the forms in which it is held than

Approved For Release 2006/01/30 : CIA-RDP70B00338R000300100056-3
CONGRESSIONAL RECORD — HOUSE

H9197

on other aspects of consumer finance. Re-
leased late in 1966, however, were results of
a8 sample survey, conducted by the Federal
Reserve Board with the cooperation of the
U.8. Bureau of the Census, which was specifi-
cally designed to provide meaningful infor-
mation on consumers’ wealth and other
financlal characteristics, for the population
overall and especially for the comparatively
small number of families holding the bulk of
Individual wealth?

A total of 2,657 consumer units (families
and unrelated individuals in separate house-
holds) were covered by field interviews con-
ducted in the spring of 1963. Findings of the
initial survey were checked by re-interviews
held in the spring of 1964 in connection with
another study, devoted to consumer saving in
1963. The 1963 interviews dealt with the
assets and debts of respondents as of Decem-
ber 31, 1962, and income received during the
year 1962,

If a simple proportional sample of all
households had been taken, only about 50
with wealth of 100,000 dollars or more would
have been included. Moreover, only a few of
these would have had holdings as great as
500,000 dollars. Obviously, so small a num-
ber of such households could not be ex-
pected to yield information that would pro-
vide a basis for reliable estimates concern-
ing the large wealth holdings of this group.
Therefore, the sample was structured to
include a greater proportion of those in the
population expected to hold substantial
wealth, Of the 2,657 interviews conducted,
532 were with units having wealth of at
least 100,000 dollars and almost half of these
held at least 500,000 dollars. These numbers
were great enough to produce dependable
readings on certain features of the wealth
profile of the well-to-do.

The survey sought information on a wide
varlety of forms of wealth. But the infor-
mation furnished by respondents on one of
the major categories—equity in life insur-
ance, annuities and retirement funds—
proved undependable and therefore was
omitted from the totals finally compiled.
(Many persons have only the most general
of impressions on their equities in such
assets.) ’

The various kinds of wealth and debt cov-
ered were grouped under six major headings:
homes, automobiles, business or professions,
liquid assets (checking and savings accounts
and U.8. savings bonds), investment assets
(mainly marketable securities, Investment
real estate and mortgages) and a miscella-
neous group made up principally of assets
in trust funds. This enumeration excludes
household goods, personal effects, Jjewelry and
works of art, boats, sports equipment and
the like—Ilargely because of the virtual im-
possibility of assigning consistent value esti-
mates to such properties.

Agsets were valued for the most part at
market. Wealth as used in the survey was an
equity concept in that debt secured by assets
was deducted from the asset values. Three-
fourths of the debt thus deducted repre-
sented home mortgages. Debts secured by au-
tomobiles, marketable securities and invest-
ment real estate also were deducted from
related asset values.

tFindings appear in the monograph, Sur-
vey of Financial Characteristics of Con-
sumers, by Dorothy 8. Projector and Gertrude
5. Weiss, avallable from the Board of Gov-
ernors of the Federal Reserve System, Wash-
ington, D.C. 2065@1 ($1.00 per copy).
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MAJOR FORMS OF WEALTH HOLDINGS

. |
Size of wealth (thousands of dollars) All wealth | Home Auto Business | Liquid |investment
assets | assets
i
Percent of wealth group having asset form
100 9 74 3 70 4
100 54 76 8 78 14
100 78 7 16 85 i 30
100 84 82 19 96 | 42
100 80 28 38 97 64
100 72 89 54 98 | 89
100 86 93 53 100 | 93
100 84 84 57 97 | 95
100 81 79 66 100 ; 99
Average equity in thousands of doliars
1
» (O] (O] M ORI
3 1y o} 1
7 a 1 1 1, ®
16 9 1 1 3 2
35 13 1 7 6!
69 14 i 1 i 24
133 23 2 23 19 64
300 % 2 72 21| 169
QOver 500_ 1,260 5% 3 295 46 628

1 Less than $500.

By its nature, a survey of consumer wealth
ignores several elements that can play a role
somewhat akin to that of wealth itself. One
of these is the face value or the size of the
stream of prospective beneflts that may
accrue under insurance and retirement in-
come plans, including social security. The
motive to acquire wealth as it is conven-
tionally defined may be aifected materially
by the availability of such resources. Another
factor is the family’s “‘credit line,” or its
porrowing potential. Ready access to credit
may be a good substitute for some portion,
if not all, of financial savings.

HIGHLIGHTS OF THZI SURVEY

Of the nation’s total of 57.9 million con-
sumer units, 10 percent were estimated to
have either zero or negative equity in the
asset classes covered in the survey.? Another
16 percent had positive equities of less than
1,000 dollars. In short, roughly one consumer
unit in four had wealth cf less than 1,000
dollars; alternatively, three out of four of
the units had wealth greater than this.

For the big majority of units, the amount
of wealth owned was the result of the size
and the nature of past saving. In only 5 per-
cent of all the cases had inheritances con-
tributed substantially to the wealth held.
Inheritances, however, were of considerable
importance to the well-to-do. Thus, assets
acquired in this manner constituted a sub-
stantial portion of total assets to 34 percent
of those units having total wealth of at least
500,000 dollars and to 57 percent of those
with income of 100,000 dollars or more.

One or more of the forms of liquid assets
(checking and savings accounts and U.S.
savings bonds) were held by 79 percent of
all consumer units and by virtually all of
those with an income over 5,000 dollars and
weaith over 10,000 dollars. Checking accounts
at commercial banks were owned by more
than 90 percent of those having an income
of 15,000 dollars or more, or total wealth in
excess of 50,000 dollars.

+This and succeeding characterizations of
the survey population, of course, are literally
descriptive only of the small number of con-
sumer units sampled in the survey. If all
consumer units had been interviewed, re-
sults undoubtedly would differ somewhat
from those given here as well as in the full
report. But the differences would be “small,”
s0 that the sample results may be inter-
preled as generally applicable to the popula-
tion. For a discussion of the survey design
and details on error ascribable to sampling
variability and nonresponse, the reader is
referred to the Technical Note included in
the report.
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The frequency of savings account holdings
was the same as for checking accounts—=59
percent. But these, unlike checking accounts,
were reported less frequently by the top in-
come and wealth groups than by those in the
middle range. In part, this reflects a sharp
fall-off in the.frequency of savings =nd loan
share ownership as between the middle and
upper income and wealth groups, although
savings account holdings at banks also were
less commony reported by those with an
income of 50,000 dollars or more than by
those in the 10,000 to 50,000 dollar range.
Top level wealth holders (those with assets
exceeding 500,000 dollars), however, re-
ported such holdings with about the same
frequency as those in the 25,000 tc 500,000
dollar range.

The survey results show a strong direct
relationship between the level of income and
amount of wealth, on the one hand, and the
relative importance of investment assets on
the other. By contrast, liquid assets, while
widely dispersed among consumer units in all
income and wealth categories, tend to dimin-
ish in relative importance with greater in-
come and wealth. Investment a:csets, of
course, are exposed to fluctuation ir: market
value, unlike liquid assets whose face values
remain constant. The strong uptrend in com-
mon stock prices during the postwar period
undoubtedly accounted for a substantial
portion of the wealth In investment asset
form held by consumer units in the upper
and upper-middle wealth ranges.

In addition to ligquid assets, homes and
automobiles, of course, were found to be
widely distributed among the consumer pop-
ulation, with well over half of all units own-
ing such assets. Corporate stock, investment
real estate and business and proflessional
equities, however, were much more highly
concentrated, each of these categor:ies being
represented in the holdings of fewer than
one-fifth of all units.

FINANCIAY ASSETS OF THE WELL-10-DO

Substantially all—95 percent or more—
of all consumer units having total wealth of
at least 10,000 dollars or income of 7.500
held liquid and investment assets in some
combination. Among the top thres wealth
and income strata (wealth exceeding 100,000
dollars and income of 25,000 or more),
portfolios of such assets were found almost
universally. The ownership of inveastment-
type assets, particularly common stacks and
municipal securities, appeared to be strongly
related to both wealth and income. The upper
wealth and income groups clearly favored
such assets, which considerably c«vershad-
owed their holdings of the more liquid de-
posit and deposit-type assets dominant in
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BEspecially striking 1s the pronounced ap-
peal of municipal bonds to the topmost in-
come and wealth group. Two-thirds of all
units with income exceeding 100,000 dollars
and 41 percent of those having total wealth
of at least 500,000 owned state and local
government securities. The tax-exemption
feature, naturally, explains this, the struc-
ture of the Federal individual income tax
making miinicipal obligations highly attrac-
tive to wuper-bracket taxpayers but quite
unappealing to those in more modest cir-
cumstances.

Wealth in such other forms as mortgages,
U.S. Government securities and mutual fund
shares also displays a tendency to loom
larger in relative importance the greater is
total wealth or income. Holdings of real
estate, direct investments in business and
equities in company savings plans, however,
taper off somewhat, relatively, within the
upper wealth and income ranges.

B ]

THE BERLIN WALL PROVES
INEFFFECTIVE

(Mr. CURTIS (at the request of Mr.
WyaTT) was granted permission to ex-
tend his remarks at this point in the
REecorp and to include extraneous mat-
ter.)

Mr. CURTIS. Mr. Speaker, an edito-
rial in the Washir.gton Post on July 19,
1967, pinpoints the hazards of the mis-
chievous interest equalization tax. I have
vigorously opposec this tax since it was
first proposed. The experience in admin-
istering it confirms my fears that this
is America’s financial Berlin wall.

The tax was first adopted as a “tem-
porary” raeasure in 1964. At that time, I
expressed. the opinion that it would be-
come a permanent penalty on certain
types of U.S. private investment abroad.
Now, 3 years later, we are still anesthe-
tized by this mere palliative and have
made little progress in coming to grips
with the basic cause of the outflow of
U.S. funds. In fact, a bill to extend and
strengthen the tax for 2 more years is
now before the Senate.

I have also argued that the adminis-
tration would have to resort to an in-
creasingly stringeat and more complex
set of controls if it seriously intends to
stem the outflow of private capital by
this method. The Post documents the
fact that this proliferation of neomer-
chantilistic contrcls has occurred.

Despite this increasing restrictiveness,
the Post reports that there is “wholesale
evasion cf the IET by sharp operators.”
The Treasury itself admits that illegal
transactions may be running as high as
$1 billion a year. As a result, the admin-
istration is now asking for tighter rules
requiring American sellers of foreign se-
curities o obtain a “validation certifi-
cate” to show that the IET had heen
paid. I doubt that even this will plug all
the tunnels and breaches in our Berlin
wall.

We are therefore faced with an anom-
alous situation—though these controls
are breeding new controls, private en-
terprise continues to find ways of getting
around this tax. Our isolationism in the
credit markets has failed to curb our
balance of payments deficit. The IET in-
hibits the integration of international
credit markets, engenders demands for
additional bureaucratic controls, and
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